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NEW automatic data processing system which has been designed for 
the Internal Revenue Service will make great many changes the ad- 
ministrative aspects federal tax collection, and important that the pur- 
poses, methods, and results known and understood the taxpaying public 
whom many you represent. 


ADP WITHHOLDING 


Our ADP system will have vital relationship withholding, but 
really much broader than that. The ADP system will make feasible for the 
first time since the enactment the Current Tax Payment Act 1943 
verify completely that the withholding credits claimed individual returns 
are agreement with the amounts actually deducted and remitted em- 
ployers. Some verification has been possible manual methods, but the 
need for ADP system becomes obvious when you realize that are deal- 
ing with some million employees, over million employers, and more than 
200 million copies the Form W-2 withholding statements (including both 
copies and B). 


ALTERNATIVE WITHHOLDING DIVIDENDS AND INTEREST 


ADP opens some other vistas involved with the withholding idea. 
you know, the subject withholding dividends and interest has gotten 
quite lively again. Such plans, however, always seem involve many seri- 
ous problems equity administration that neither the Treasury nor the 
Congress has, yet, been willing embark such adventure. the 
meantime, ADP gives tool for much more effective matching in- 
formation documents (particularly from Forms 1099) with tax returns 
enable tighten enforcement and thereby reduce very substantially 
the gap between dividend and interest payments, the one hand, and the 
amounts such income reported returns, the other hand. 

Dr. Atkeson has pointed out, there are intrinsic problems the use 
1099’s and other information documents for enforcement the nonwage in- 
come area. doubtful that, without substantial changes our information 
reporting requirements, the ADP system could achieve 100 per cent effective- 
ness detecting unreported income. the other hand, our research indicates 
that, spite very well designed wage-withholding system, still have 
relatively small wage-income reporting gap, and probably always shall. 


Paper delivered September 29, 1960, the Tax Institute symposium 
agement’s Stake Tax Administration—Federal, State, Local.” This will also appear 
the forthcoming symposium volume. 
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tax administration, you well know, perfection not easy acquire. Obvi- 
ously, what are seeking middle ground, based upon modified infor- 
mation reporting system, which will materially improve our compliance pic- 
ture the nonwage area. 


NEED PERMANENT TAXPAYER NUMBERS 


One the important changes needed make the information system 
effective substitute for withholding obtain taxpayer account numbers 
all Forms 1099 and similar documents. Because the endless variations 
spelling names, mistakes initials, and unpredictable differences between 
the use initials full names, virtually impossible proper 
matching job without numerical identification arrangement. Therefore, 
propose have system permanent account numbers for all taxpayers and 
ask that these numbers placed all tax documents. This should not 
particularly onerous because the plan have all business entities use 
their long-familiar “employer identification numbers” and have individuals 
use their social security numbers. These numbers already appear great 
many tax forms, and extremely high percentage all taxpayers ac- 
customed using them. course, would necessary assign similar 
numbers the comparatively few persons and firms who not have them. 
will also necessary for the taxpayer supply his identification number 
corporations and banks order that the information return can properly 
identified. 

should emphasize that this taxpayer-numbering system still the plan- 
ning stage and must await legislative endorsement before can become fully 
operative. 

With this modification and perhaps with some adjustments the dollar 
level requirements for 1099’s, believe that shall have reasonably 
effective system for the use information returns and that that system will 
lessen the need for dividend and interest withholding. 


BACKGROUND MECHANIZATION 


Before going into the details the plan, permit give you little 
background the mechanization federal tax administration. the days 
before World War when less than million persons filed income tax returns, 
there was little need for machines our organization. Now that are pro- 
cessing million individual income tax returns, are faced with sub- 
stantially different problem. Incidentally, there are more than million other 
kinds returns coming each year, including corporation, partner- 
ship, employment, excise, estate, and gift tax returns. The information returns 
Forms W-2, 1099, 1087, etc., add another 300 million pieces paper 
handled. The scale this accounting and processing has gotten clearly 
beyond what can effectively achieved manual methods. other words, 
much need more highly trained agents, revenue officers, etc., cannot 
hope solve our paperwork problems recruiting armies clerks deal 
with the growing mountains documents. 
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far back 1948, the Service began introducing card-punching equip- 
ment some the larger district offices. While this was valuable experience, 
the Service soon concluded that the volume requirements for efficient utiliza- 
tion machines could not attained individual offices. 

Therefore, 1954 established our first regional service center Kansas 
City, Missouri. The Kansas City office had previously confined its activities 
manual sorting information documents, the addressing packages 
income tax blanks, and similar peripheral tasks. 1955 took over the actual 
processing Form 1040A returns from midwestern districts. careful 
study the results this operation proved the economy the project, and 
additional service centers were established Lawrence, Massachusetts, and 
Ogden, Utah. Now all individual income tax returns are processed the three 
service centers, and other selected operations have been concentrated these 
centers where card-punch and electronic equipment available and adapt- 
able for such uses. 

the meantime, you know, large-scale electronic computers have been 
developed the point where they are being used both business and gov- 
ernment for all kinds scientific, economic, and administrative purposes. The 
tremendous capacity and speed these computers suggested the possibility 
becoming able cope with the astronomical and still-growing volume 
documents, billings, refunds, postings, verifications, and other steps the 
tax-administering function. 

Just two years ago, the Planning and Research office was established, having 
one its major purposes the design system adapt these products 
modern technology the needs what has been called the second oldest 
profession the world. were fortunate enough gather team ex- 
ceptionally qualified people analyze the Service’s operations and draft 
specifications which set forth the operations had mind. These specifi- 
cations were presented the various manufacturers electronic equipment 
last January, and proposals were received April. After nearly four months 
intensive analysis proposals from six major companies, have now 
chosen our computer equipment and are prepared proceed with orders and 
installations. This will not take place all one time. Our system will 
vast and the stakes will high that cannot afford the hazards 
too-hasty conversion. 


INSTALLATIONS ADP 


Therefore, have adopted gradual plan conversion which contem- 
plates the installation the ADP system pilot basis our Atlanta Region, 
followed gradual expansion into each the remaining eight regions. 

envision system under which taxpayers will notice little difference from 
their present dealings with Internal Revenue. intend, however, that the 
returns and related documents will forwarded the various regional serv- 
ice centers, where key information will transcribed onto punch cards and 
converted magnetic tapes. 

From the various service centers, the reels magnetic tape will sent 
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the national computer center. After comprehensive study available 
sites, transportation facilities, and manpower supply was made, was decided 
the Computer Center Martinsburg, West Virginia. One the 
important factors this decision was that Martinsburg close enough 
Washington for supervisory purposes, but still far enough away out- 
side the capital’s target area case hostilities. 

this center, shall install large-scale electronic computers and num- 
ber supporting peripheral machines handle our volume and time require- 
ments. Here shall able make nation-wide comparisons persons who 
have received income with persons who have filed tax returns, and many 
other important operations which heretofore were not feasible except 
piecemeal district-by-district basis. Here will produced the tapes which 
will enable the regional service centers produce the bills, refunds, and 
various notices taxpayers with which are all familiar. 

The Martinsburg Computer Center will, course, have activated 
time serve the Atlanta Region’s Service Center. 

expect installation made both places late 1961, and hope 
begin actual operations 1962. The experience obtained from the Atlanta 
Region will then guide extending the system the other eight regions. 
1968, the system should not only 100 per cent operation but also 
fully tested and proven. not envy many colleagues who will have 
the job transforming this blueprint into actuality. The job large and 
unbelievably complex that will take all the hours and brains can find. 

Now that are passing from the planning stage the operational phase 
the ADP project, the Collection Division the Service’s national office— 
which has had broad experience both manual and mechanical processing— 
has been assigned, the Commissioner, the responsibility for installing and 
operating the plan. The Collection Division, turn, has been reorganized 
slightly order provide stronger back-up for this new 


ADP FEDERAL Tax ADMINISTRATION 


What will the effect this plan upon federal tax administration? 
many ways, course, the new system will merely enable better, 
faster, and more thoroughly the same things that have always done 
other methods. This alone will make the system worth while, because the 
volume paperwork had long ago outstripped our capacity the quan- 
tity and quality work which conscientiously believe needs doing. 
already indicated, the ADP system also will enable some operations 
that were virtually impossible manual methods. 

Some the major ways which hope facilitate processing, strengthen 
enforcement, and improve the revenue-producing operations are by: 


Providing systematic nation-wide check failure individuals business 
entities file returns. 

Verifying the mathematical accuracy returns filed and, required, computing 
tax refunds due. 


delivery this address, the processing functions the Collection Division 
have been transferred new ADP Division. 
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Determining prior refund whether taxpayer indebted for delinquent taxes 
for prior year, for the same different tax, whether perhaps has 
already claimed and received refund for the same tax period. 

Providing consolidated tax account for each taxpayer that will reflect his cur- 
rent tax status any given point time. 

Classifying returns for audit purposes. 

And, have already indicated, extensive matching data reported infor- 
mation documents with corresponding data reported taxpayer returns. 


mentioned before, the average taxpayer will see little difference our 
operations, because the changes will primarily behind the scenes. 
believe, however, that taxpayers will make some important gains from ADP. 

First, all honest taxpayers will assured that are doing everything 
reasonably can save them from bearing the tax burdens being evaded 
the rather infrequent chiseler. Also will assured that the Service using 
the most efficient and economical methods performing the public’s business. 

Second, hope reduce substantially the number processing errors, 
which, however human they may be, are naturally irritating taxpayers. 
refer postings wrong accounts, errors computation, and— what worse 
—billings after full payment has been made. 

Third, hope able keep track many recurring facts, such 
alimony payments and dependency claims, that will unnecessary 
ask taxpayers substantiate the same items year after year. 

Fourth, the clearing all accounts through national center will make 
possible credit thousands presently undeliverable refund checks ac- 
counts taxpayers when and proper addresses turn later. The new ac- 
counting system also will facilitate the crediting various kinds overpay- 
ments against liabilities for other items. 

These general observations, realize, sound all taxpayers were indi- 
viduals. Actually, some the most important strides have with our 
business taxpayers. substantial number businesses already have, ex- 
pect have, electronic equipment their own. This fact will inevitably make 
possible for business and government exchange much important informa- 
tion through the low-cost medium magnetic tape. striking example 
this has already been initiated our friends the Social Security Adminis- 
tration who have arranged with some the largest employers the coun 
use tape instead paper lists submitting the quarterly schedule in- 
dividual employee wage payments which normally accompany the 
quarterly tax return Form 

analogy, the day may come when will receive the equivalent 
—the statement each employee’s wages and withholding for 
the year—on tape. Many corporations already are substituting punch cards for 
the annual information return dividend payments Form 1099. doubt 
tape will the logical successor here too. 

those you who represent establishments which already have, are 
planning install, ADP systems, would like add one bit advice. 
are informed that some companies, installing ADP systems, have overlooked 
their future needs for substantiating items their tax returns. This likely 


a= 
: - 


ELECTRONIC DATA PROCESSING INCOME TAX 


enough happen with manual systems, but even more likely when you 
are telescoping and combining material for rapid machine processing. 

Therefore, earnestly hope that the crews who write the programs for 
your own ADP systems will investigate carefully what essential data will 
needed for tax purposes, the amount detail that useful necessary, and 
the extent which the sources items are indicated that they can 
traced audit. 

not anticipate that are going want more data from taxpayers 
the ADP age than required before. fact, certain specialized instances, 
feel sure will able with less data. possible, however, that 
failure program your systems produce required information might even- 
tually necessitate expensive re-programming, even defeat your efforts sup- 
port claimed items your returns. would seem pay you watchful 
your tax needs ADP and avoid either these possibilities. 

Similarly, and the state governments have already begun thinking quite 
seriously the extent which automated tax administration systems can 
cooperate with each other through the common language tape punch 
cards. you know, the states have always had authorization inspect federal 
returns relating their citizens, and other tax enforcement information has 
been exchanged between federal and state governments under various formal 
and informal agreements. think fair say that, now, the tax 
administrators have had more information exchange than they had the 
facilities devote such purposes. Logically, ADP should change this situ- 
ation. 

Before conclude, should say something about what ADP cannot do. 
This would seem unnecessary were not for some the overenthusiastic 
headline writers who still think computers “supernatural brains.” Ma- 
chines cannot conduct interviews, examine books and records, hear and 
weigh appeals. Machines will not improve tax laws regulations, nor will 
they simplify tax forms. 

Actually, while may need fewer clerks processing, will have 
continuing need for more men and women skilled and responsible 
technical and enforcement work. are extremely encouraged the fact 
that both the executive and legislative departments have joined providing 
with the means for gradually expanding these forces over period years, 
that the nonmechanical work the Service can keep pace with the elec- 
tronics our ADP system. 

The next few years will exciting events the history tax administra- 
tion. assure you that the men and women Internal Revenue will work 
hard make them also fruitful. 
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